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compounding assumptions. A securities
acquisition loan may be evidenced by
any note, bond, debenture, or certifi-
cate. Also, section 133(b)(2) provides
that certain loans between related per-
sons are not securities acquisition
loans. In addition, a loan from a com-
mercial lender to an ESOP or spon-
soring corporation to purchase em-
ployer securities will not be treated as
a securities acquisition loan to the ex-
tent that such loan is used, either di-
rectly or indirectly, to purchase em-
ployer securities from any other quali-
fied plan, including any other ESOP,
maintained by the employer or any
other corporation which is a member of
the same controlled group (as defined
in section 409(1)(4)).

Q-2: What lenders are eligible to re-
ceive the fifty percent interest exclu-
sion?

A-2: Under section 133(a), a bank
(within the meaning of section 581), an
insurance company to which sub-
chapter L applies, or a corporation
(other than a subchapter S corpora-
tion) actively engaged in the business
of lending money may exclude from
gross income fifty percent of the inter-
est received with respect to a securities
acquisition loan (as defined in Q&A-1
of §1.133-1T). For purposes of section
133(a)(3), a corporation is actively en-
gaged in the business of lending money
if it lends money to the public on a reg-
ular and continuing basis (other than
in connection with the purchase by the
public of goods and services from the
lender or a related party). A corpora-
tion is not actively engaged in the
business of lending money if a predomi-
nant share of the original value of the
loans it makes to unrelated parties
(other than in connection with the pur-
chase by the public of goods and serv-
ices from the lender or a related party)
are securities acquisition loans.

Q-3: May loans which qualify for the
fifty percent interest exclusion under
section 133 be syndicated to other lend-
ing institutions?

A-3: Securities acquisition loans
under section 133 may be syndicated to
other lending institutions provided
that such lending institutions are de-
scribed in section 133(a) (1), (2) or (3)
and the loan was originated by a quali-
fied holder. Subsequent holders of the
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debt instrument may qualify for the
partial interest exclusion of section 133
if such holders satisfy the require-
ments of section 133 and such loan does
not fail to be a securities acquisition
loan under section 133(b)(2).

Q-4: When is section 133 effective?

A-4: Section 133 applies to securities
acquisition loans made after July 18,
1984, and used to acquire employer se-
curities after July 18, 1984. The provi-
sion does not apply to loans made after
July 18, 1984, to the extent that such
loans are renegotiations, directly or in-
directly, of loans outstanding on such
date. A loan extended to an ESOP or
sponsoring corporation after July 18,
1984, will be treated as a renegotiation
of an outstanding loan if the loan pro-
ceeds are used to refinance acquisitions
of employer securities made prior to
July 19, 1984. For example, if an ESOP
borrowed money prior to July 19, 1984,
to purchase employer securities and
after July 18, 1984, borrows other funds
from the same or a different commer-
cial lender to repay the first loan, the
second loan will be treated as a renego-
tiation of an outstanding loan to the
extent of the repaid amount. Similarly,
if, after July 18, 1984, an ESOP sells
employer securities, uses the proceeds
to retire a pre-July 19, 1984, loan and
obtains a second loan to acquire re-
placement employer securities, the sec-
ond loan will be treated as a renegoti-
ation of an outstanding loan.

[T.D. 8073, 51 FR 4319, Feb. 4, 1986]
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TAX EXEMPTION REQUIREMENTS FOR
STATE AND LOCAL BONDS

§1.141-1 Definitions and rules of gen-
eral application.

(a) In general. For purposes of §§1.141-
0 through 1.141-16, the following defini-
tions and rules apply: the definitions in
this section, the definitions in §1.150-1,
the definition of placed in service
under §1.150-2(c), the definition of
grant under §1.148-6(d)(4)(iii), the defi-
nition of reasonably required reserve or
replacement fund in §1.148-2(f), and the
following definitions under §1.148-1:

bond year, commingled fund, fixed
yield issue, higher vyielding invest-
ments, investment, investment pro-

ceeds, issue price, issuer, nonpurpose
investment, purpose investment, quali-
fied guarantee, qualified hedge, reason-
able expectations or reasonableness, re-
bate amount, replacement proceeds,
sale proceeds, variable yield issue, and
yield.

(b) Certain general definitions.

Common areas means portions of a fa-
cility that are equally available to all
users of a facility on the same basis for
uses that are incidental to the primary
use of the facility. For example, hall-
ways and elevators generally are treat-
ed as common areas if they are used by
the different lessees of a facility in
connection with the primary use of
that facility.

Consistently applied means applied
uniformly to account for proceeds and
other amounts.

Deliberate action is defined in §1.141-
2(d)(3).

Discrete portion means a portion of a
facility that consists of any separate
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and discrete portion of a facility to
which use is limited, other than com-
mon areas. A floor of a building and a
portion of a building separated by
walls, partitions, or other physical bar-
riers are examples of a discrete por-
tion.

Disposition is defined in §1.141-
12(c)(1).
Disposition proceeds is defined in

§1.141-12(c)(1).

Essential governmental function is de-
fined in §1.141-5(d)(4)(ii).

Financed means constructed, recon-
structed, or acquired with proceeds of
an issue.

Governmental bond means a bond
issued as part of an issue no portion of
which consists of private activity
bonds.

Governmental person means a state or
local governmental unit as defined in
§1.103-1 or any instrumentality there-
of. It does not include the United
States or any agency or instrumen-
tality thereof.

Hazardous waste remediation bonds is
defined in §1.141-4(f)(1).

Measurement period is
§1.141-3(9)(2).

Nongovernmental person means a per-
son other than a governmental person.

Output facility means electric and gas
generation, transmission, distribution,
and related facilities, and water collec-
tion, storage, and distribution facili-
ties.

Private business tests means the pri-
vate business use test and the private
security or payment test of section
141(b).

Proceeds means the sale proceeds of
an issue (other than those sale pro-
ceeds used to retire bonds of the issue
that are not deposited in a reasonably
required reserve or replacement fund).
Proceeds also include any investment
proceeds from investments that accrue
during the project period (net of rebate
amounts attributable to the project pe-
riod). Disposition proceeds of an issue
are treated as proceeds to the extent
provided in §1.141-12. The Commis-
sioner may treat any replaced amounts
as proceeds.

Project period means the period begin-
ning on the issue date and ending on
the date that the project is placed in
service. In the case of a multipurpose

defined in
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